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Appendix 3: REMI Policy Insight

REMI stands for Regional Economic Models, Inc.  REMI Policy Insight includes a REMI model that

has been built especially for the geographic area(s) in New Hampshire’s customized version of the model.

REMI’s model-building system uses hundreds of programs developed over the past two decades to build

customized models for each area using data from the Bureau of Economic Analysis, the Bureau of Labor

Statistics, the Department of Energy, the Census Bureau and other public sources.  Information provided

by the New Hampshire Department of Employment Security specific to the state’s economy was used to

help develop the New Hampshire Energy Plan.

Founded in 1980, Regional Economic Models, Inc. (REMI) constructs models that reveal the

economic and demographic effects that policy initiatives or external events may cause on a local economy.

The REMI model is a structural model, meaning that it clearly includes cause-and-effect relationships. The

model shares two key underlying assumptions with mainstream economic theory: households maximize

utility and producers maximize profits.

In the model, businesses produce goods to sell to other firms, consumers, investors, governments

and purchasers outside the region. The output is produced using labor, capital, fuel and intermediate inputs.

The demand for labor, capital and fuel per unit of output depends on their relative costs, since an increase

in the price of any one of these inputs leads to substitution away from that input to other inputs. The supply

of labor in the model depends on the number of people in the population and the proportion of those

people who participate in the labor force. Economic migration affects the population size. People will

move into an area if the real after-tax wage rates or the likelihood of being employed increases in a region.

Supply and demand for labor in the model determine the wage rates. These wage rates, along with

other prices and productivity, determine the cost of doing business for every industry in the model. An

increase in the cost of doing business causes either an increase in price or a cut in profits, depending on the

market for the product. In either case, an increase in cost would decrease the share of the local and U.S.

market supplied by local firms. This market share combined with the demand determines the amount of

local output. The model also has many other feedbacks. For example, changes in wages and employment

impact income and consumption, while economic expansion changes investment and population growth

impacts government spending.
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The structure of REMI models of economies incorporates inter-industry transactions and endogenous

final demand feedback.  In addition, the model includes: substitution among factors of production in response

to changes in relative factor costs, migration in response to changes in expected income, wage responses

to changes in labor market conditions, and changes in the share of local and export markets in response to

changes in regional profitability and production costs.

The power of the REMI model lies in its use of theoretical structural restrictions instead of individual

econometric estimates based on single time-series observations for each region.  The explicit structure of

the model facilitates the use of policy variables that represent a wide range of policy options and the

tracking of the policy effects on all the variables in the model.

REMI models generate forecasts by solving a large number of simultaneous equations, organized in

five blocks as shown in Figure A3.1, which describes the underlying structure of the model. Each block

contains several components that are shown in rectangular boxes.  The lines and arrows represent the

interaction of key components both within and between blocks. Most interactions flow both ways indicating

a highly simultaneous structure.  Block 1, labeled output linkages, forms the core of the model. An input-

output structure represents the inter-industry and final demand linkages by industry.  The interaction between

block 1 and the rest of the model is extensive. Predicted outputs from block 1 drive labor demand in block

2.  Labor demand interacts with labor supply from block 3 to determine wages.  Combined with other

factor costs, wages determine relative production costs and relative profitability in block 4 affecting the

market shares in block 5.  The market shares are the proportions of local demand in the region in block 1

and exogenous export demand that local production fulfills.
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Figure A3.1.  REMI Overview

The endogenous final demands include consumption, investment, and state and local government

demand.  Real disposable income drives consumption demands.  An accounting identity defines nominal

disposable income as wage income from blocks 2 and 4, plus property income related to population and

the cohort distribution of population calculated in block 3, plus transfer income related to population less

employment and retirement population, minus taxes.  Nominal disposable income deflated by the regional

consumer price deflator from block 4 gives real disposable income.  Optimal capital stock calculated in

block 2 drives stock adjustment investment equations.  Population in block 3 drives state and local government

final demand.  The endogenous final demands combined with exports drive the output block.
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